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The three major aspects of Financial Inclusion are to make people access financial and credit markets and financial 
education. Empirical evidence shows that economic growth follows financial inclusion. The benefits of financial inclusion 
are equitable growth, reduced poverty, inflating national income, easy and safe financial transactions and bundling of 
savings with financial services. Currently, India has the second-highest number of financially excluded households in the 
world. The Reserve Bank of India set up Khan Commission in 2004 to look into financial inclusion and the recommendations 
of the commission were incorporated in the mid-term review of the policy (2005-06). In January 2006, the Reserve Bank 
permitted commercial banks to make use of the services of non-governmental organizations (NGOs/SHGs), micro-finance 
institutions and other civil society organizations as intermediaries or business facilitators (BF) for providing financial and 
banking services. RBI's vision for 2020 is to open nearly 600 million new customers' accounts and service them through 
a variety of channels by leveraging on IT. 



Introduction 

Financial inclusion is the process of ensuring 
access to appropriate financial products and services 
needed by vulnerable groups at an affordable cost in 
a fair and transparent manner by mainstream institu- 
tional players. As banking services are in the nature of 
a public good, it is essential that the availability of 
banking services to the entire population without dis- 
crimination is the prime objective of public policy. It is 
estimated by the Reserve Bank of India that about 40% 
of Indians lack access even to the simplest kind of 
formal financial services. 

Expectations of poor people from the finan- 
cial system is safety of deposits, low transaction costs, 
convenient operating time, minimum paper work, and 
quick and easy access to credit and other products, 
including remittances suitable to their income and con- 
sumption. Taking into account their seasonal inflow of 
income from agricultural operations, migration from 
one place to another, and seasonal and irregular work 
availability and income, the existing financial system 
needs to be designed to suit their requirements. The 
major barriers to serve the poor, apart from socioeco- 
nomic factors such as lack of regular income, poverty, 
illiteracy, etc., are the lack of reach, higher cost of 
transactions and time taken in providing those ser- 
vices. The existing business models do not pass the 
test of scalability, convenience, reliability, flexibility 
and continuity. 
National Commitment 

RBI has been taken multiple steps like nation- 
alization of banks, priority sector lending requirements 
for banks, lead bank scheme, establishment of regional 
rural banks (RRBs), service area approach, self-help 
group-bank linkage programme, etc., to increase ac- 



cess to the poorer segments of society. Bank branches 
in rural areas of the country have expanded from around 
8,000 in 1 969 to more than 89,000 in20 1 1 . Nonetheless, 
there is a wide variation across states. For instance, the 
ratio for the state of Kerala is as high as 89 % while North 
Eastern States is marked by a low coverage of 2 1 %, To 
achieve the ultimate objective of reaching banking 
services to all the 600,000 villages, the delivery model 
needs to be devised carefully so as to move from a cost- 
centric model to a revenue-generation model. 
In order to achieve greater financial inclusion, RBI 
has initiated the following measures : 

* Opening of no-frills accounts with nil or low minimum 
balance coupled with low charges and small overdrafts 
in such accounts. 

* Relaxation onknow-your-customer (KYC) norms for 
small accounts was introduced in August 2005 . Appli- 
cant can submit letter issued by the Unique Identifica- 
tion Authority of India containing details of name, 
address and Aadhaar number. * Engaging business 
correspondents (BCs) and business facilitators (BFs) 
as intermediaries for providing financial and banking 
services was permitted by RB I in January 2006 . The B C 
model allows banks to provide doorstep delivery of 
services, especially cash in-cash out transactions, thus 
addressing the last-mile problem. With effect from 
September 2010, for-profit companies have also been 
allowed to be engaged as BCs. 

* Recognizing the use of technology possessing the 
potential to address the issues of outreach and credit 
delivery in remote areas in a viable manner, banks have 
been advised to make effective use of information and 
communications technology (ICT), to provide doorstep 
banking services through the BC model where the ac- 
counts can be operated by even illiterate customers by 
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using biometrics, thus ensuring the security of transac- 
tions and enhancing confidence in the banking system. 

* Adoption of EBT: B anks have been advised to implement 
EBT by leveraging ICT-based banking through BCs to 
transfer social security benefits electronically to the bank 
account of the beneficiary and deliver government ben- 
efits at the doorstep of the beneficiary without time-lag 
thus reducing lowering transaction costs and? chances 
of misappropriation. 

* GCC: With a view to helping the poor with access to 
easy credit, banks have been asked to consider introduc- 
tion of ageneralpurposecreditcard facility up to Rs.25,000 
at their rural and semi-urban branches. The objective of 
the scheme is to provide hassle-free credit to banks' cus- 
tomers based on the assessment of cash flow without 
insistence on security, purpose or end use of the credit. 
This is in the nature of re vol ving credit entitling the holder 
to withdraw up to the limit sanctioned. 

Simplified branch authorization: To widen the spread 
of bank branches, in December 2009, domestic sched- 
uled commercial banks were permitted to freely open 
branches in tier III to tier VI centres with a population 
of less than 50,000 under general permission, subject 
to reporting. Further banks have been mandated in the 
April 2011 monetary policy statement to allocate at 
least 25% of the total number of branches to be opened 
during a year to unbanked rural centres. 

* Road map for providing banking services in unbanked 
villages with a population of more than 2,000: 

Banks were advised to draw up a road map to 
provide banking services in every unbanked village 
having apopulation of over 2,000 by March 20 1 2. About 
73,000 such unbanked villages were identified and al- 
lotted to various banks through state-level bankers' 
committees. 

Suggestions: - * The obligations under financial inclu- 
sion need to be well-defined as part of the licensing 
condition of all scheduled banks by the RB I. * The IB A 
may explore the possibility of a survey about the finan- 
cial inclusion coverage to assess the constraints and 
for initiating appropriate policy measures. 

* It may be useful for banks to consider franchising and 
forging linkages with other segments of financial sec- 
tor such as cooperatives, RRBs micro finance institu- 
tions (MFIs), NGOs, and local communities so as to 
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extend the scope of financial inclusion with minimal 
intermediation cost. Banks should institute systems of 
reward and recognition for personnel initiating, ideat- 
ing, innovating and successfully executing new prod- 
ucts and services in the rural areas. 
* Banks should give wide publicity to the facility of no 
frills account. * The unbanked citizens must wield the 
power to choose the BC and Bank to spur real compe- 
tition amongst them. * 'Simple to use' cash dispensing 
and collecting machines akin to ATMs, with operating 
instructions and commands in vernacular would greatly 
facilitate financial inclusion of the semi urban and rural 
populace. In this regard, it is worthwhile to emulate the 
example of 'e-Choupal' project brought forth through 
private sector initiative. * B anks must effectively lever- 
age ICT solutions with superior cost efficiency and 
penetrate the rural markets efficiently to cross-sell 
products and services. Mobile banking has tremen- 
dous potential and will ensure uninterrupted service 
delivery, consumer data protection, customized prod- 
ucts, dissemination of information on credit options, 
and multiple financial products in local languages. In 
view of some moral hazards identified in the BC model, 
tie-up with telecom companies for mobile banking can 
be the next big revenue generator and will prove to be 
instrumental in realizing branchless banking by en- 
abling low cost and real time transactions over secure 
networks. 

Conclusion :-To sum up, banks need to redesign their 
business strategies to incorporate specific plans to 
promote financial inclusion of low income group treat- 
ing it both a business opportunity as well as a corpo- 
rate social responsibility. Banks should prepare com- 
prehensive plans to cover all villages, through a mix of 
branchless banking and bricks and mortar branch bank- 
ing. They should speed up enrolment of customers and 
opening of UID-enabled bank accounts which enables 
routing of all social benefits to bank accounts elec- 
tronically as also seamless cash transfer to the poor, as 
and when the government replaces the age-old system 
of subsidy and public distribution system with cash 
transfers. It is important that adequate infrastructure 
such as digital and physical connectivity, uninterrupted 
power supply, etc., is available. All stakeholders will 
have to work together through sound and purposeful 
collaborations. 
Commerce, Mumbai University 
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